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DEFENSE. DEPARTMENT OF
Audit guidance to be used in evaluating contractors' Material Requirements Planning
systems for compliance with the "Key Elements of a Material Management and
Accounting System" (MMAS) promulgated by the Department of Defense in December,
1987, has been issued by the Defense Contract Audit Agency.
The guidance states
that not only must the written policies, procedures, and operating instructions
indicate compliance with the key elements, but contractors' actual practices must
comply with the key elements.
The guidance provides that for each specific audit
area the auditor should constantly be determining: 1) if original entries are
captured; 2) whether or not all transactions are being captured by the system; 3)
which transactions are not being captured by the system; 4) if there is an
appropriate audit trail; and 5) if sufficient competent evidential matter exists
to allow the expression of an audit opinion.
The audit should be performed in
accordance with generally accepted government auditing standards with the
objective of determining if the contractor's MMAS complies with the 10 key
elements, the guidance said.
According to the guidance, the audit summary should
recap in detail the results or findings of the MMAS audit as they relate to the
key elements.

GENERAL ACCOUNTING OFFICE
"Core Financial System Requirements" is the title of a document developed by a Federal
interagency task force formed under the sponsorship of the Joint Financial
Management Improvement Program.
The task force was charged with developing
uniform requirements for financial management systems of Federal departments and
agencies in an effort to improve the overall effectiveness of Federal financial
management and to enhance the usefulness of financial data upon which Federal
government officials, members of Congress and the public must rely.
The
requirements in the document establish minimum standards that are presently being
incorporated into General Accounting Office (GAO), Office of Management and Budget
(OMB), and Department of the Treasury standards and policy guidance.
Departments
and agencies must report their level of compliance with these requirements in
their 1989 Federal Managers' Financial Integrity Act reports. Members of the task
force included representatives from the GAO, OMB, General Services Administration,
Office of Personnel Management, the Departments of Treasury, Agriculture, Health
and Human Services, and Interior, the Veterans Administration and the
Environmental Protection Agency.

MANAGEMENT AND BUDGET, OFFICE OF

Guidance to agencies on grants to state and local governments has been issued by the
Office of Management and Budget (OMB) in a revision of Circular A-102.
This
revision supersedes OMB Circular A-102, dated January, 1981.
The revised Circular
establishes consistency and uniformity among Federal agencies in the management of
grants and cooperative agreements with state and local governments, according to
the OMB.
In March, 1987 the President directed all affected agencies to issue a
grants management common rule to adopt government-wide terms and conditions for
grants to state and local governments.
According to OMB, the revised Circular
provides guidance to Federal agencies on business-like management of grant
programs and other matters not covered in the common rule.
Consistent with their
legal obligations, all Federal agencies administering programs that involve grants
and cooperative agreements with state and local governments shall follow the
policies of the revised Circular and issue a common grants management rule, the
Circular said.
The provision provides that if the enabling legislation for a
specific grant program prescribes policies or requirements that differ from those
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in the revised Circular, the provisions of the enabling legislation shall govern.
The revised Circular is effective upon publication.
For further information
contact the Financial Management Division at OMB at 202/395-3050.

SMALL BUSINESS ADMINISTRATION

Nine "matchmaker" trade missions for new-to-market or new-to-export firms are being
cosponsored by the SBA and the Department of Commerce.
The trade delegations are
designed to introduce companies to new marketing opportunities abroad and promote
export expansion through the host country's distribution network, according to the
SBA.
Participants will also have an opportunity to meet individually with agents
and distributors.
Each "matchmaker" trade session will focus on particular
industries, and businesses are being sought in the following categories:
agribusiness, high technology electronics, health care, factory automation,
business services and process industries.
Twenty-five U.S. companies will
participate in each of the trade delegations. The dates, locations, and themes of
the trade missions are as follows:
4/10-14/88, Riyadh,
Saudi Arabia,
Agribusiness; 5/9-13/88, Toronto/Montreal, High Tech Electronics;
6/12-17/88,
Brussels/Amsterdam, Health Care Industries; 7/25-29/88, Buenos Aires/Santiago,
Agribusiness; 9/26-30/88, Frankfurt/Stuttgart, Factory Automation; 10/17-21/88,
Barcelona/Madrid, Business Services;
10/24-27/88, London/Paris,
Process
Industries; 11/17-22/88, Dusseldorf/Milan, Health Care Industries; and 11/2812/2/88, Stockholm/Copenhagen, Factory Automation.
For information about the
application process and the content of the trade missions, call the nearest SBA
office or Nagi Kheir in the Office of International Trade at 202/653-7794.

TREASURY. DEPARTMENT OF
Curtis S. Jenkins, CPA, has been appointed assistant director of the Detroit District
of the IRS. the IRS announced recently.
The Detroit District is responsible for
Federal tax matters in Michigan, where in Fiscal Year 1987, the IRS said,
taxpayers filed 6.7 million returns and paid $39.8 billion in Federal taxes.
Prior to receiving his present appointment, Mr. Jenkins served as the assistant
director of the Buffalo District.
He also served as assistant chief of the
examination division in Detroit in 1982 and as the assistant to the director of
the Cincinnati District in 1983.
In addition, he has held various employee plans
and exempt organizations positions in Baltimore, Cincinnati, and Washington, D.C.
Mr. Jenkins has been a member of the AICPA since 1979.

The deadline for making minimum distributions on employee annuity arrangements under
Internal Revenue Code section 403(b) has been extended to 12/31/88, according to
an advance copy of IRS Notice 88-39.
The Tax Reform Act of 1986 made certain
changes in the Internal Revenue Code relating to annuity contracts, custodial
accounts, and retirement income accounts described in section 403(b).
According
to the IRS, without the guidance provided by the notice, the earliest required
beginning date for any individual who attained age 70 1/2 in 1987 or earlier is
4/1/88, and the minimum distribution for the 1987 distribution calendar year is
based on the 12/31/86 accrued benefit.
Future regulations will provide that, in
the case of any tax-shelter arrangement from which no actual amount is required to
be distributed on or before 4/1/88, the participant may treat 12/31/88 as the
required beginning date for all purposes under section 403(b)(10), the IRS said.
Notice 88-39 is scheduled to be published in Internal Revenue Bulletin 1988-15,
dated 4/11/88.
If further information in needed after reading Notice 88-39,
contact Michael Rubin at the IRS at 202/566-3148.
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TREASURY, DEPARTMENT OF

The

estimated gross income tax gap for 1987 is $84.9 billion. IRS Commissioner
Lawrence B. Gibbs recently told the House Ways and Means Subcommittee on
Oversight.
He said that the IRS had estimated in 1983 that the tax gap would be
$115.2 billion in 1987.
Commissioner Gibbs attributed the difference to changes
in the tax law and the development of new data and improved methods for estimating
the tax gap.
He said the Service expects an "improved rate of voluntary
compliance by individual taxpayers through 1992," but that "economic expansion and
inflation will cause the size of the tax gap to grow to nearly $114 billion in
1992." Commissioner Gibbs defined gross tax gap as "the amount of income tax owed
but not voluntarily paid," and said that it concerns only individual and corporate
taxes.
Other taxes, such as employment and excise, are not included because the
IRS does not yet have the data and methods available to measure gross tax gaps for
these areas.
Commissioner Gibbs also said that the tax gap estimates are measures
of total noncompliance, but are not "intended to be measures of the potential for
additional enforcement yields."
He told the Subcommittee the tax gap estimates
account for noncompliance in the "regular economy" and also for the legal sector
of the "underground economy," such as unreported income by moonlighters or
sidewalk vendors. The estimates do not include income from the illegal segment of
the underground economy, which the Commissioner said is "extremely difficult to
measure and to tax." He said the largest part of the tax gap, about 57 percent,
relates to individual taxpayers who file returns, but who understate their income.
Individuals are responsible for about 75 percent of the 1987 gross tax gap and
corporations for about 25 percent.
Commissioner Gibbs said large corporations
with $10 million or more in assets "dominate the total corporate tax gap by
accounting for $15.8 billion,
"with small corporations accounting for the
remaining $5.2 billion, split almost equally between underreported income and
overstated deductions and credits.
The Commissioner concluded his testimony by
stating, "I can't emphasize too strongly that most taxpayers are conscientious,
and that the tax system is basically sound and reliable.
The tax reported
voluntarily--that is, without any enforcement effort--is over 83 percent of what
is owed. We should not overlook, however, the fact that this voluntary compliance
results largely from a good set of tax administration rules based on withholding
and information reporting, and a perspective of fairness that I believe has been
bolstered by recent legislation."

Temporary and proposed regulations adding a new section to the consolidated return
regulations have been issued by the IRS (see the 3/17/88 Fed. Reg. . pp. 8747-50
and p. 8773).
The new section, section 1.1502-32T, supplements the adjustment
under section 1.1502-32(g) on the disposition by a member of stock of a
subsidiary.
Section 1.1502-32(g) of the consolidated return regulations provides
that when a subsidiary in a group filing a consolidated return leaves the group,
members of the group owning stock in the subsidiary must reduce the basis of such
stock by the excess of the net positive adjustments for all consolidated return
years over the net negative adjustments for all consolidated return years, the IRS
said.
The temporary and proposed regulations do not change the adjustment, and
they continue to treat the portion of the adjustment in excess of the basis of the
adjusted stock as immediately includable in income, the IRS said.
However, the
temporary and proposed regulations do not immediately reduce basis when a
subsidiary, or a member that owns the subsidiary's stock, leaves the group.
Instead, the IRS said, the basis reduction is deferred, generally until the
subsidiary makes a distribution that would have caused a reduction in the basis of
its stock had affiliation continued to exist.
The deferral of the basis
adjustment is accomplished by establishing a basis reduction account that applies
to the stock of the subsidiary retained by the members.
The regulations are
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proposed to be effective for stock of a subsidiary that ceases to be a member of
an affiliated group filing a consolidated return during a taxable year of the
group ending after 11/30/87.
Comments and requests for a public hearing must be
delivered or mailed by 5/16/88 to Commissioner of Internal Revenue, ATTN:
CC:LR:T
[LR-28-88], Washington, D.C. 20224.
Further information after reading the
temporary and proposed regulations, please contact Judith C. Winkler at the IRS at
202/566-3458.

Alternative methods for satisfying the requirements for minimum distributions from
IRAs and annuities have been released in an advance copy of Notice 88-38. The IRS
said that under the alternative method provided by the notice, individuals must
still calculate the required minimum distribution separately for each IRA.
However, such amounts may then be totaled and the total distribution taken from
any one or more of the individual IRAs.
Therefore, contrary to the rule in the
current regulation, the IRS said, the alternative method would allow an individual
to satisfy the minimum distribution requirement by taking from one IRA the amount
required to satisfy the minimum distribution requirement for other IRAs.
The
alternative method is available to individuals who must receive minimum
distributions either because they have attained age 70 1/2 or because they are
beneficiaries of IRA holders who have died.
The alternative method contained in
the notice may be used until further guidance is issued.
Future guidance will be
applied prospectively and will in no case limit use of the alternative method for
minimum distributions required to be made by 12/31/88.
A transition rule
concerning active participant status for purposes of determining whether a
deductible contribution to an IRA may be made is also included in the notice.
Notice 88-38 is scheduled to be published in Internal Revenue Bulletin 1988-15,
dated 4/11/88.
If further information is needed after reading Notice 88-38,
contact Carol Gold at the IRS at 202/566-3148.

SPECIAL:

AICPA ENDORSES "TAXPAYER BILL OF RIGHTS” APPROVED BY SENATE FINANCE COMMITTEE

The Tax Division Executive Committee of the AICPA voted 3/21/88 to endorse the
revised version of the "Taxpayer Bill of Rights." which was recently approved by
the Senate Finance Committee.
In a letter to all United States Senators, AICPA
Chairman of the Board A. Marvin Strait and AICPA President Philip B. Chenok said,
"The AICPA believes that this proposal, if enacted, would represent a significant
improvement over present law.
The proposal would provide a better balance between
the rights of taxpayers and the authority of the IRS in the administration of our
self-assessment system."
The letter noted that the AICPA had "endorsed the
concept of such legislation" in 1987 and had participated in the "continuing
development of many of these provisions."
Specific provisions of the measure
approved by the Finance Committee include the following:
1) The IRS is required
to provide the taxpayer with a statement describing the rights and obligations of
the taxpayer and the procedures for appeal, refund claims, and collection; 2) The
IRS is required to issue regulations to identify what constitutes a reasonable
time and place for the scheduling of taxpayer interviews and examinations; 3)
During taxpayer interviews, the taxpayer is permitted to suspend the interview at
any time if the taxpayer wishes to consult with a CPA or other qualified
representative; 4) The IRS is required to more fully describe in its notices the
basis for assessments of tax due, deficiencies, and penalties; 5) The IRS is
required to abate any penalties imposed on any deficiency attributable to
erroneous written advice furnished to the taxpayer by the Service, unless the
taxpayer provided inaccurate or inadequate information; 6) The IRS is prohibited
from using records of tax enforcement results to impose production quotas on, or
to evaluate its employees; 7) Taxpayers are permitted to recover expenses and fees
when the IRS takes a position that it cannot prove is substantially justified;
8)
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Taxpayers are permitted to recover actual damages, plus reasonable litigation
costs where an IRS employee carelessly, recklessly, or intentionally disregards
any law or regulation; and 9) An "Office for Taxpayers Services" is established
and is to be headed by an Assistant Commissioner for Taxpayer Service.
The
measure must next be considered by the full Senate.
SPECIAL:

CHAIRMAN BENTSEN MAKES APPOINTMENTS FOR TOP FINANCE COMMITTEE STAFF POSITIONS

A new staff director and chief counsel and a new chief tax counsel have been appointed
on the Senate Finance Committee by Sen. Lloyd Bentsen (D-TX), who is the chairman
of the Committee. James C. Gould has been named staff director and chief counsel.
He is currently the chief tax counsel for the Finance Committee.
Patrick Oglesby
has been named to the chief tax counsel position which will be vacated by Mr.
Gould.
Mr. Oglesby currently serves as the international tax counsel for the
Joint Committee on Taxation.
The Finance Committee appointments of Mr. Gould and
Mr. Oglesby will become effective in mid-April.

For further information contact Shirley Twillman at 202/737-6600.
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